In the matter of the Accusation Against:

'BEFORE THE CALIFORNIA BOARD OF ACCOUNTANCY
'DEPARTMENT OF CONSUMER AFFAIRS
STATE OF CALIFORNIA

KENNY H. LEE CPA GROUP, INC. Case No.. - AC-2007-38 .
KWANG-HO LEE, CPA : : OAH No.:  N2008050601
15017 Crenshaw Blvd. 2™ Floor 3 |

Gardena, CA 90249

Certificate No. 5185
License No. 64155 -

Respondents.

ORDER CORRECTING CLERICAL ERROR AND |
AMENDED ORDER NUNC PRO TUNC AFTER
NON-ADOPTION OF PROPOSED DECISION

On its own motion, good cause appearing, the California Board of

| . Accountancy (Board) finds that the order heretofore entered in the above-entitled .

matter on June 4, 2009, is not in conformity with the decision of the Board as
intended and that such clerical error should be corrected so that the order erI

- conform to the Board s decision in this matter.

IT IS HEREBY ORDERED that the Order contalned inthe Board ]
Decision After Non-Adoption of Proposed Decision in the above-entitled matter
be and hereby is amended and corrected nunc pro tunc as of the date of entry of .

. the decision to read as follows:

Certlfled public accountant license number CPA 64155, issued to

p Respondent Kwang-Ho Lee is revoked pursuant to Legal Conclusions 1,2,8, and

9 separately and for all of them.

Certified public accountancy corporation certificate number COR 5158,
issued to Respondent Kenny H. Lee CPA Group, Inc. is revoked pursuant to

~ Legal Conclusions'1, 2, 6, and 9 separately and for all of them..

Respondent shall reimburse the Board $24,057.35 for its mvestrga’uon and
proseoutlon costs.

1{T1S SO ORDERED this __22nd day of _guxz ., 2009

%(ﬂ%

ROBERT PETERSEN, CPA
President, Board of Accountancy
Department of Consumer Affairs



http:24,057.35

© Certificate No. COR 5185

BEFORE THE CALIFORNIA BOARD OF ACCOUNTANCY
DEPARTMENT OF CONSUMER AFFAIRS
STATE OF CALIFORNIA®

In the matter of the Aocusatron

Against:
KENNY H. LEE'CPA GROUP, INC.. ' Case No.:  AC-2007-38

KWANG-HO LEE, CPA , . OAH No.:  L2008050601
15017 Crenshaw Blvd. 2™ Floor A _
Gardena, CA 90249
Certificate No. CPA 64155

Respdndents.

Daniel Juarez Admmrstratrve Law Judge with.the Offrce of Admlnlstratlve, : |

Hearings, heard this matter on November 6, 2008, in Los Angeles, California.”

Rene Judkrewrcz, Deputy Attorney General, represented complainant Pattj
Bowers, Executive Officer of the California Board of Accountancy (Board),

~ Department of Consumer Affairs.

Frederick M. Ray, Attorney at Law, represented Kwang-Ho Lee

-(Respondent Lee) and Kenny H. Lee CPA Group, Inc. (Respondent KHL).

At hearing, complainant’s counsel amended the Accusation by deleting

the words, “Daniel Rich” from page one, line 22, and replacmg them with the

words, “Pattl Bowers ”

. Oral and documentary evidence was received and the matter submitted
on November 6, 2008.

The proposed decision of the administrative law judge was submitted on
December 3, 2008 and received by the Board on December 10, 2008. After due
consideration thereof, the Board declined to adopt said proposed decision and
thereafter on February 2, 2009 issued an Order of Non-Adoption of Proposed
Decision. Subsequent to the receipt of the transcript on February 27, 2009, the
parties were given the opportunity to submit written argument to the Board. -

. DE_CISION AFTER NON—ADOPTION'O’F PROPOSED DECISION . -



Written 'argument having been received ffom both parties, and the time for filing
written argument in this matter having expired, the entire record, including the -
transcript of said hearing, having been read and considered, pursuanttio
Government Code Section 11517 the Board hereby makes the followmg
decision and order: - :

FAGTUAL FINDINGS
The Factual Findings of the administrative law jud'ge in his Proposed
- Decision, dated December 3, 2008, paragraphs 1 through 15 are adopted and -
hereby incarporated by reference.

LEGAL CONCLUSlONS

The Legat Conolusrons of the admmtstratrve law judge in his Proposed

Decision, dated December 3, 2008, paragraphs 1 through 16 are adopted and .

heteby mcorporated by reference.
. ORDER
Certified public accountant license humber CPA 64155, issued to”

Respondent Kwang-Ho Lee is revoked pursuant to Legal Conclusions 1,2, 6 ahd
- 10 separately and for all of them - _

Certified public-accountancy corporation certiticate number COR 5158, i - Hsgmt /vl

.issued to Respondent Kenny H. Lee CPA Group, inc. is revoked pursuant to.
Legal Conclusions 1, 2, 6 and 10 separately and for all of them. ~

‘ Respondent shall reimburse the Board $24 057.35 for its |nvest|gatron and .
prosecution costs.

IT IS SO ORDERED this Hth day of ~Jun €. 2009

" ROBERT PETERSEN, CPA
President, Board of Accountancy
Department of Consumer Affairs:

Effective Jul Y ~ ) 200 q
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. Certificate No. 5185

BEFORE THE CALIFORNIA BOARD OF ACCOUNTANCY
DEPARTMENT OF CONSUMER AFFAIRS
STATE OF CALIFORNIA

in the matter of the Accusation

against: -
KENNY H. LEE GPA GROUP, INC. Case No.. . AC-2007-38
' KWANG-HO LEE, CPA - ~ OAHNo:  N2008050601

15017 Crenshaw Blvd 2nd Floor
Gardena, CA 920249

License No. 64155
Respondents

' ORDER OF NON-ADOPTION OF PROPOSED DECISION

* Pursuant to Settion 11517 of the Government Code, the Proposed i b ety

' - Decision. of the Administrative Law Judge in the above-entitled matter is rejected.- ‘ Rt

The Caiifornia Board of Accountancy will decide the case upon record, including
the transcript of the hearing held on November 6, 2008, and Upon such written-
argument as the parties may wish to submit. The Board is particularly interested
in written argument directed to the question whether the penalty should be
increased. The parties will be notified of the date for submission of such -
argument when the transcript of the above-mentloned hearing becomes
available.

AT IS SO ORDERED this __ 2 - day of February , 2009

Martue| Rafnifez for teé

Board President




BEFORE THE :
CALIFORNIA BOARD OF ACCOUNTANCY
DEPARTMENT OF CONSUMER AFFAIRS
STATE OF CALIFORNIA

In the Matter of the Aoou'sation Against; Agency Case No, AC-2007-38
- KENNY H, LEE CPA GROUP INC g OAX Case No, L2008050601
Certificate No 51 85

" KWANG-HO LEE,

- Certified Public Aceountant V
License No, CPA 64155,

Respondents.

PROPOSED DECISION - .
Daniel Juarez, Admxmstratlve Law Judge with the Ofﬁce of Admlmstratwe I—Iearmgs i

| heard this matter on November 6 2008, 1n Los Angeles Cahforma

‘ReneJ udklewwz, Deputy Attorney General represented Patti Bowers (Complamant), ,
‘Executive Ofﬁcer, California Board of Acoountanoy (the Board), Department of Consumer
Affairs.

: Frederick M Ray, Attorney at Law, represented Kwang—Ho Lee (Respondent Lee)
and Kenny H. Lee CPA Group, Inc, (Respondent KHL).

. At hearing, Complainant’s counsel amended the Accusation by deleting the words, '
“Daniel Rich” from page one, line 22, and replacing them with the words, “Patti Bowers.”

The parties submitted the matter for decision on November 6, 2008.
FACTUAL FINDINGS
1. The Board’s then-Executive Officer filed the Accusation in her official -
capacity on or about February 4,2008, Respondent filed the Notice of Defense on February
26, 2008, On or about August 6, 2008, the Board’s then-Acting Executive Ofﬂcer filed the

First Amended Accusation in hlS official capacity.

2. Complainant contends Respondents’ licenses are subject to suspension,
revocation, or other discipline for committing several acts of gross negligence, failing to

R A



rd

. maifitain independence when performing auditing services, the imposition of discipline by

the Public Company Accounting Oversight Board (PCAOB), and failing to report that
discipline to the Board timely, Furthermore, Complamani seeks to recover the Board’s costs

- of mves‘mga‘uon and prosecution.

: 3, Respondents admit to committing the various violations, as Complainant
alleges, but contend that despite those violations, Respondents should retain their licenses,

4, On May 13, 1993, the Board issued certified public accountant certificate -
number 64155 to Respondent Lee, He has contintously renewed his license since its
issuance; it is current through March 31, 2010, On October 31, 2002, the Board issued
certified public accountancy corporation certificate number 5185 to Respondent KHL, At - -

- the time of hearing, the evidence established that Respondent KHL's licerise was valid only

through October 31, 2008. Nonetheless, the Board retains jurisdiction over Respondent
KHL 8 hcense pursuant to Business and Professions Code section 5109,

The Estate Tax Return for C’lientAshford

5.+ In approximately April 2005, Yvonne Ashford (Ashford) met With Respondent - -

" Lee.” Ashford sought assistance in filing her deceased mother’s-estate tax return. Ashford’s

deceased mother’s estate was valued at $270,000, Respondent Lee agreed to prepare an

. estate tax return and initially charged Ashford $250.to prepare a form 104 tax return, but

thereafter, increased the charges to $500, Ashford agreed to the increased cost. Several - ..

. weeks Jater, Respondent Lee informed Ashford that she needed to file a form 706 (United

States Estate (and Generation-Skipping Transfer) Tax Return), and increased the cost to
$1,000.. Ashford agreed because Respondent.Lee informed her that the additional form 706
was required. Upon picking up the prepared forms, Ashford tendered a personal check to
Respondent Lee for $1,000, However, after speaking to her attorney, Ashford understood
that the form 706 was not required because her deceased mother’s estate was valued at less
than one million dollars. Ashford then placed a hold on the $1,000 check she had given to
Respondent Lee. Ashford and Respondent Lee spoke thereafter, and Respondent Lee
contended that the form 706 was indeed required. In September 2005, in correspondence he
sent to the Board’s investigator, Respondent again contended that the form 706 was required.
However, at hearing, Respondent acknowledged that form 706 was not in fact required for -
Ashford’s filing.

6. In his practice, Respondent Lee has not regularly prepared estate tax filings,
In his career as a certified public accountant, Respondent Lee has prepared only one other
estate tax filing. He asserted at hearing that he agreed to prepare the estate tax return without
properly considering his lack of experience. Ashford never withdrew the hold on the check
she had tendered to Respondent Lee, Ashford did not pay Respondent Lee for the
preparation of the forms 1041 or 706, At hearing, Respondent Lee agreed that he was wrong
in concluding that the form 706 was required and does not intend to pursue payment from
Ashford for the preparation of the form 1041. Ashford dld not experience any problems
ﬂhng her deceased mother’s estate tax return, Co
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: 7, The Board’s investigator, Paul Fisher (Fisher),' opined that Respondent Lee’s
actions, informing Ashford that her deceased mother’s estate tax filing required the filing of
a form 706, constituted gross negligence, Respondent did not dispute Fisher’s opinion,

The PCAOB’s Dz‘&cipl inary Action

8  On November 22, 2005, the PCAOB revoked RespondentiKHL’s registration
and barred Respondent Lee from being an associated persorn of a registered public

-accounting firm. The PCAOB found that Respondents had violated PCAOB rules and

auditing standards in auditing the financial statements of two clients in 2004, and the

- PCAOB’s independence standards with respect to one of those clients in 2003, Pursuant to.a

settlement with the PCAOB, Respondents consented to the entry of an order instituting
disciplinary proceedings, making findings, and imposing sanctions against them, The
PCAOB determined that it was appropriate to impose sanctions agaitist Respondents “to
protect the interests of investors and further the public interest in the preparation of
informative, fair, ‘and independent audit reports.” Resporidents’ transgressions, as - '
determined by the PCAOB, are set forth in Factual Findings 11(a), 11 (b) 11(e), 11(d), 1 1(e)
11(f), ll(g), ll(h) 12(a 12(b), and 12(c), -

9, Respondents falled to report the PCAOB S d1sc1p11nary actions to the Board

within 30 days of knowing of the events that led to the PCAOB’s disciplinary. actlon, the-
1mt1at1on of the PCAOB 5 mvestlgatlon, or the PCAOB?s dxsc1p1me‘ - R

10(a) Respondcnt Lee d1d not dlspute that he falled to report the PCAOB s
disciplinary action timely; however, he argued that he interpreted a provision of his offer of

~ settlement to the PCAOB, dated October 13, 2005, as limiting his ability to report the .

discipline. In a letter from Respondents’ counsel to the Board’s investigator, dated February
10, 2006, Respondents’ counsel highlighted the following provision contained in their offer
of settlement to the PCAOB: “Respondent [Lee] agrees not to take any action or to make or
permit to be made any public statement denying, directly or indirectly, any finding in the
Order or creating the impression that the Order is without factual basis.” Respondents’
counsel] contended to the Board’s investigator as follows, “[o]ur interpretation of this clause

*.in the Order is that [Respondent Lee] is not at liberty to make comments concerning the

settlement or Order, and that to do so could be construed as a breach of that agreement as
stated.”

10(b). Respondents’ counsel’s argument, that the offer of settlement provision

* appeared to preclude such disclosure, is without merit. The wording of the provision speaks

only to preventing Respondents from making public statements “denying, directly or

! Paul Fisher has been an investigative certified public accoyntant (CPA) for the
Board since June 2002, He is a member of the American Institute of Certified Public
Accountants. He has held positions as Senior Accountant and Staff Accountant for several
CPA firms in Sacramento and Salinas, California, from late 1990 to tnid-2002.
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* indirectly, any finding in the Order or creating the impression that the Order is witheut
factual basis,” It did not prevent Respondents from dlsolosmg the PCAOB’s d1sclphne

. Actions regarding GSL

11(a). In 2003, Respondents were engaged by GSL Holdings, Inc, (GSL), a British
Virgin Islands corporation that has business operations in California and the People’s
Republic of China (PRC). Respondents agreed to act as GSL’s independent auditor, and -
issued an unqualified audit report, dated April 8, 2004. In that report, Respondents stated
that GSL’s financial statements fairly presented its financial condition, in conformity with
U.S. genetally accepted accounting principles. Howevet, after finding that Respondents had
failed to perform its audit services, as detailed in Factual Findings 11(b) through 11(h), the
PCAOB concluded that Respondents “failed to exercise due professional care, failed to
exercise professional skepticism, and failed to obtam sufﬁclent competent evldential matter”’
in its work for GSL. ,

11(b). More specifically, the PCAOB found that Respondents, while engaged by
GSL, had acted in the following manner, First, although GSL noted an increase in its assets
through the acquisition of two properties in the PRC, Respondents did not obtain sufficient -

-+ competent evidence-to reasonably conclude that GSL had legally acquired the two properti’es, o

- Respondents did not verify that GSL and the seller of the propertles had executed final. -

: "11(c). -Second, Respondents’ audit procedures were 1nsufﬁ01ent to- reasonab
~ conclude GSL had propérly valued the purchased propertles

11(d). Th1rd Respondents failed to employ ahelghtened standard when evaluatmg
‘material fransactions between related parties. In the case of GSL, GSL’s chairman was also
the chairman and controlling shareholder of the corporation from which the propertres were -
acquired, Such a relationship would requlre a heightened standard, :

. 11(e). Fourth, while GSL had dlsclosed that it had prepaid somme of its vendors in the
PRC for products and services, Respondents did not perform an adequate audit procedure to
test whether GSL had actually prepaid the vendors for those products and services, or .
whether those prepayment costs were properly classified as assets on GSL’s balance sheet,

11(f). Fifth, GSL included its property acquisitions in its statement of cash flows,
overstating its cash flow by approximately $32 million. The PCAOB concluded that such an
accounting treatment departed from generally accepted auditing principles (GAAP)* and
required the reporting of non-cash activities in related disclosures, not in the cash flow

* GAAP is the acrornym for Generally Accepted Accounting Principles. GAAP are
the accepted professional standards, principles, and guidelines for measuring, recordmg, and
classifying the transactions of a business entity.



statement. Respondents did not 1dent1fy this GAAP departure and fa,lled to perfmm audit
procedures to evaluate whether GSL’s actions in fact complied with GAAP,

11(g)." Sixth, GSL recorded tax deferred assets of over $1 million, based on U.8,
federal and California state tax rates, although most of the revenues and a portion of its _
losses were attributed to GSL’s foreign operations, Respondents failed to identify this action
as a departure from GAAP and failed to evaluate whether such an accounimg practice

: comphed with GAAP,

11(h). Seventh, several facts supported a conclusion that some of GSL s tax assets
would not be realized in future perlod_s, however, GSL recorded no valuation allowance
(reduction of a deferred tax asset). Respondents did not review GSL’s projections and
strategies, nor did it evaluate whether a valuation allowance should have been recorded.

Actions regard ing Axes.s'tel

- 12(a). Beginning in about August 2002, Respondent KHL was engaged by Axesstel, .

~ a Nevada corporation with business operations in California and South Korea. Respondent

KHI agreed to act as Axesstel’s independent auditor and performed interim reviews of

o Axesstel § financial statements for two quarters of 2003.

12(b) In June.2003, Whlle Respondent KHL was engaged as Axesstel S mdependent
aud1tor Respondent Lee aceepted an offer to serve on Axesstel’s board of directors. In . .

- Septeimber 2003, Respondent Lee formally became a member of Axesstel’s.board and - ’ :

assumed the chair of Axesstel’s audit committee, Respondent KHL was engaged with -
Axesstel until November 2003. According to the PCAOB, “Respondents failed to rnamtam
independence with respect to Axesstel during the professional engagement period, in
violation of PCAOB interim independence standards and PCAOB Rule 3600T.”
Respondents’ actions also violated Rule 101 of the AICPA’s Code of Professional Conduct,
in effect in April 2003, Respondent Lee resigned his directorship in March 2004,

12(c). On or about September 21, 2004, Axesstel re-engaged Respondent KHL to
audit a restatement of Axesstel’s financial statements for the fiscal year ending December 31,
2002. On September 30, 2004, Respondent KHL issued an audit report finding that the
restated financial statements fairly presented Axesstel’s financial condition in all material
respects and in conformity with GAAP. However, before issuing its audit report,
Respondents did not perform audit procedures to determine whether the restated amounts
were fairly stated in conformity with GAAP. The PCAOB found that, “Respondent’s
conduct violated the most fundamental PCAOB standards, which require an auditor fo

? AICPA is the acronym for the American Institute of Certified Public Accountants.
Rule 101 provides that a member in public practice shall be independent in the performance
of professional services.



perform audit procedufes necessary to afford a reasonable basis for an opinion and prohibit

an auditor from relymg onh management representations as a substltute for such proeedures o

13. - Fisher opined that Respondents actions regardmg GsL anc‘l Axe-sstel were .
contrary to the Accountancy Act and various GAAS, specifically AU 326,02, 326,03, -
326.07, 336,03, 336.08, 336.10, 226,12, and 341,10 Respondent did not dispute Fisher’s
opinion,

Respondent Lee's Acknowledgements and Demeanor at Hearing

14,  Respondent Lee exhibited a remorseful demeanor-at hearing, He was

| respectful of the proceedings and the Board. He cooperated with the Board and with the

PCAOB in its investigations. He acknowledges that he acted wrongfully and does not .
dispute the Board’s investigative findings, Respondent Lee accepted full responsibility for
his transgiessions: He explained that, as in'the case of Ashford’s estate tax return, he did not
have the requisite experience to properly handle the international ‘accounting matters inherent
in the cases of GSL and Axesstel and to deal generally with publicly traded companies.

‘Res_pondents’ practice is approximately 60 percent tax preparation services, 36 percent. .

accounting services, and four percent auditing services. Respondents provided letters of

. support from numerous clients that supported and corroborated Respondent Lee’s assertion .

- that his practice is well regarded by his.clients. Respondents’ clients described Respondents ...

... ds honest and trustworthy, and providing quality accounting services to individuals. and small ot

. businesses. ‘Respondent Lee is active in his church and is current w1th h1s contmulng
i "educat1or1 requitements, - A Ceen e

The. Board's Costs

15.  The Board expended $15,401.75 in prosecution costs through October 27
2008, Complainant’s counsel] asserted a good faith estimate that the California Department
of Justice would bill the Board an additional $1,580 up to the first day of hearing, however,
she provided no evidence to establish that estimate. Therefore, the evidence did not establish
prosecutorial costs beyond the established $15,401.75. The Board also expended $9,655.60.
in investigative costs. The Board’s costs are just and reasonable, Respondents provided no .
evidence that the full costs of investigation and prosecution, if assessed, would be an
economic hardship.

“ GAAS is the acronym for Generally Accepted Auditing Standards.. The GAAS,
issued by the AICPA, set forth numerous accepted auditing standards.
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LEGAL CONCLUSIONS

Gross Negligence & the PCAOB s Disciplinary Aci‘ion

1, Cause exists to revoke or suspénd Respondents certified public acesuntant
license number CPA 64155 and ceruﬁed public accountancy corporation number 5185,

' pursuant to Business and Professions Code, section 5100, subdivision (c), for acts of

unprofessional conduct oonstltutlng gross negligence, as set forth in Factual Findings 1 4.7,
11-13, and Legal Conclusmns 3- 5

2., Cause exists to 1‘evoke or suspend Respondents’ certified public accountant .-

- license number CPA 64155 and certified public-accountancy corporation number 5185,

pursuant to Business and Professions Code section 5100, subdivision (1), for the discipline
imposed by the PCAOB, as set forth in Factual Findings 1,4, 8, and Legal Conclusions 3-5,

3, Business and Professions Code Sectlon 5100 states in pertinent part:

After notice and hearmg the board may revoke, suspend or refuse to
renew any permit or certificate granted under Article 4 (commencing with
.. Section 5070) and Article 5 (commencing with Section 5080), or may censure .
- the holder of that permit or certificate for unprofessmnal conduct that includes, .
» ».but is not.limited to, one or, any. combmatlon of the followmg Causes:. . ..

Clwiw

. (¢)  Dishonesty, fraud, gross negligence, or repeated negligent acts
committed in the same or different engagements, for the same or different
clients, or any combination of engagements or clients, each resulting in a
violation of applicable professional standards that indicate a lack of
competency in the practice of public accountancy or in the performance of the
bookkeeping operations described in Section 5052.. . :

.. I

O The imposition of any discipline, penalty, or sarniction on a
registered public accounting firm or any associated person of such firm, or
both, or on any other holder of a permit, certificate, license, or other authority
to practice in this state, by the Public Comparny Accounting Oversight Board
or the United States Securities and Exchange Commission, or their designees
under the Sarbanes-Oxley Act of 2002 or other federal legislation,

4, The PCAOB’s discipline imposed on Respondents on November 22, 2005,
establishes cause to revoke or suspend Respondents’ licenses, (Bus, & Prof. Code, § 5100,
subd. (1).) The PCAOB'’s findings, as well as those of the Board’s investigator, that
Respondents’ actions regarding client Ashford’s estate tax return, and those regarding GSL,




and Axesstei constituted gross negligence, were undisputed by'RespondentS and thus provide
further cause to revoke or suspend Respondents’ licenses. (Bus, & Prof. Code, § 5100, subd,

©)

5, Respondents argued that their actions regarding these three clients were the

- sole problems in an. otherwise well respected and law-abiding accounting practice, However,

these three clients encompassed separate activities in more than one year, Furthermore,
Respondents’ actions were significant departures from generally ageepted accounting
principles, and the PCAOB’s order constituted serious disciplinary action, demonstrating the

" serious nature of Respondents’ actions, Respondent Lee should have exercised professional

responsibility, by acknowledging his lack of experience and refused the work iri the case of
these three clients, or acquired the services of a properly expeuenced and quahﬁed '
professional to assist him in those matters. .

Respondents -Failure to Report the PCA OB Dzsczplme szely

6. Cause ex1sts to revoke or suspend Respondents’ certified public accountant-

license number CPA 64155 and certified public accountancy corporation number 5185,

pursuant to Business and Professions Code section 5063, subdivision (a)(2), for failing to .

'report the PCAOB’s dlsc1p11ne agamst them as set forth in Faotual Fmdmgs 1, 4 8- 10 and
" Legal Conclustons 7 and 8. ;

7. Busmess and Professwns Code sectlon 5063 states in pertment part

(a) A hcensee shall report to the board in Wrmng of the occurrence
of any of the following events occurring on or after January 1, 1997, within 30
* days of the date the licensee has knowledge of these events:

... 17

(2)°  The cancellation, revocation, or suspension of a certificate, other
authority to practice or refusal to renew a certificate or other guthority to
‘practice as a certified public accountant or a public acoountant by any other .
state or foreign country

8. . Respondents’ failure to report the PCAOB’s discipline against them within 30
days of the imposition of that discipline is a violation of Business ancl Professions Code
section 5063, subdivision (a)(2).

Respondents’ Failure to Maintain Auditor Independence
9. Cause exists to revoke or suspend Respondents’ certified public accountant

license number CPA 64155 and certified public accountancy corporation number 5185,
pursuant to California Code of Regulations, title 16, section 65, for failing to maintain



-guditor independence, as set forth in Factual Fmdmgs 1,4, 12,13, and Legal Conclusxons 10

and 11, _
10, California Code of Regulations, title 16, section 65 states:

A licensee shall be independent in the performance of services in
accordance with professional standards,

11, Respondent Lee’s Axesstel directorship, while Respondents were chgaged as
independent auditors for Axesstel wasg a violation-of Cahfornla Code of Regulations, title 16,
sectlon 65, :

Evidence of Rehabilitation. -
12.  California Code of Reguiation‘s,, title 16, section 99.1 states:

When considering the denial of a certificate or permit under Section
480 of the Business and Professions Code, the suspension or tevocation of a -
certificate or permit or restoration of a revoked certificate under Section 11522
of the Gevernment Code, the board, in evaluating the rehabilitation of the
applicant and his present eligibility fora cert1ficate or perrmt will con31der the
following, cr1ter1a ' :

a’ ‘Natufé and:éev:é=ri‘fy ‘of the act(s) or Offense(s)'

(2)  Criminal record and evidence of any act(s) committed
subsequent to the act(s) or offense(s) under consideration which also oould be
considered as grounds for demal suspensmn or revocatlon

(3)  The time that has élapsed since comrn1ss1on ofthe act(s) or
offense(s) referred to in subdivision (1) or (2) :

(4)  The extent to which the applicant or licensee has complied with
any terms of parole, probation, restitution, or any other sanctions lawfully
imposed against the applicant or licensee.

(5)  Ifapplicable, evidence of expungement proceedings pursuant to
Section 1203.4 of the Penal Code,

(6)  Evidence, if any, of rehabilitation submitted by the applicant or
licensee, ‘

- 13, Respondents’ transgressions were significant and their licenses merit
disciplinary action. However, it is appropriate to consider those transgressions within the
context provided in the Board’s regulations. While Respondent’s actions were severe (Cal,
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: Code Regs tit, 16, § 99 1, subd (1)), they spanned an approx1mate two-year time perlod

Within & 15-year acoountancy career for Respondent Lee. Notwithstanding the discussion in
Legal Conclusion 5, it cannot be concluded that Respondents’ actions demonstrated a long~ .
stahding pattern of negligent accounting practice. .Respondents have undoubtedly shown that

* they cannot engage in work involving estate tax returns or international accountmg for

publicly traded companies, but they have otherwise practiced accountancy in a professional '
and reputable manner, (Cal. Code Regs., tit, 16 § 99.1, subd. (2).) Saliently,. Complainant’s

. case did not establish that Respondents’ actions were 1ntended to be deceitful or fraudulent, .

Instead, the evidence established that Respondents acted ignorantly and with little
professional regard for the needed experience to properly perform the accountancy acts for
which they had been engaged. Such actions are nonetheless serious, but in this case, that
distinction results in a conclusion that Respondénts’ licenses merit less severe discipline than

© revocation to protect the public. It has been over three years since Respondents performed .

the complained~of services for Ashford. It has been between four and five years since

. Respondents performed the complained-of services for GSL and Axesstel, A moderate

amount of time has passed. (Cal. Code Regs., tit. 16, § 99.1, subd. (3).) Respondents have
cooperated with the Board and the PCAOB. (Cal, Code Regs., tit. 16, § 99.1, subd. (6).)
Respondent Lee demonstrated remorse for his failures and accepted p ersonal responsﬂmhty
for his actions; he was respectful of the Board and the proceedings. (Zbid.) Overall,

Respondents demonstrated that they have understood the errors of their actions, It appears - .
‘unlikely that Respondents would repeat such acts, Thus, while Respondents’ actions warrant -

discipline to ensure the public’s safety, a suspension period and.issuance of probationary .

" licenses with adequate measures for oversxght as Set forth in the Order below, will ensure the L

public’s protection.-

14, Cause exists to grant Complamant the Board's costs of 1nvest1gat10n and.

" prosecution, pursuant to Business and Professions Code sectlon 5 107 as set forth in Factual

Findings 1-15, and Legal Conclusions 1-16.
15.  Business and Professions Code section 5107 states in pertinent part:

(a)  The executive officer of the board may request the
. administrative law judge, as part of the proposed decision in a disciplinary
proceeding, to direct any holder of a permit or cettificate found to have
committed a violation or violations of this chapter to pay to the board all
reasonable costs of investigation and prosecution of the case, including, but
not limited to, attorneys’ fees. The board shall not recover costs incurred at
.the administrative hearing.

(b) A certified copy of the actual costs, or a good faith estimate of
costs where actual costs are not available, signed by the executive officer, shall
be prima facie evidence of reasonable costs of investigation arnd prosecution of
the case.

10



- (¢) The administrative law judge shall make a proposed finding of
the amount of reasonable costs of investigation and prosecution of the case
when requested to do so by fhe executive officer pursuant to subdivision (a).
Costs are payable 120 days after the board's decision is final, unless otherwise
provided for by the administrative law judge or 1f the time for payment is
extended by the board.

(d)  The finding of the administrative law judge with regard to cost-
shall not be reviewable by the board to increase the cost award, The board
_ may reduce or eliminate the cost award, or remand to the administrative law
judge where the proposed decision fails to make a finding on costs requested
by the executive officer pursuant to subdivision.(a).

(¢)  The administrative law judge may make & further finding that
the amount of reasonable costs awarded shall be reduced or eliminated upon a
" finding that respondent has demonstrated that he or she cannot pay all or a_
portion of the costs or that payment of the costs would cause an unreasonable
financial hardship which cannot be remedied through a payment plan.

16(a) Complalnant established her case agamst Respondents. The Board’s costs are .
Just and - reasonable, and therefore, costs should be granted. Respondents failed to set forth
O Aany ev1denee that the costs, 1f assessed agamst them would be an econqmic hardship.

16(b) Respondents argued that the assessment of costs should be considered in 11ght:: ..

of the case of Zuckerman v. State Board of Chiropractic Examiners (2002) 29 Cal. App.4th-
32. In Zuckerman, the Court of Appeal ruled that “[TThe Board may not assess the full costs -
of investigation and prosecution when to do so will unfairly penalize a [licensee] who has
committed some misconduct, but who has used the hearing processto obtain dismissal of .
other charges or a reduction in the severity of the discipline imposed.” (Id., 29 Cal.App.4th

at p. 45.) In imposing costs in such situations, one must consider the licensee’s subjective
good faith belief in the merits of his or her position and it must consider whether the licensee
has raised colorable claim. One must consider the licensee’s ability to make payment, In
this matter, Respondents were unable to set forth a meritorious defense overall, but pursuant
to Zuckerman, a small reduction in costs is appropriate, given Respondents’ efforts at hearing
to explain their actions, put forth their case, and ultimately, establish that suspension and
probation are appropriate disciplinary actions, as opposed to revocation (though it is noted
that Respondents did not argue for a period of suspension). Consequently, the prosecution .
costs are reduced by $1,000.

16(c). At hearing, Complainant’s counsel did not provide proof of actual costs to
support her good faith estimate of the additional hours to be incurred and billed (the
additional $1,580). With no evidence or argument that proof of actual costs were unavailable
at the time of hearing, those additional costs, or & fraction thereof, were not granted,
Therefore, Respondents are liable for $14,401.75 in prosecution costs, and $9,655.60 in
investigatory costs, for a total of $24,057.35,

11
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ORDER

) " 1(a). Ccrfiﬁcd public accountant license number CPA 64155, igsued to Respondcnt |

Kwang-Ho Lee is revoked pursuant to Legal Conclusions 1, 2, 6, and 10, separately and for

all of them, However, the revocation is stayed and Respondent Lee is placed on probation

for five years upon the terms and conditions set forth below.

"1(b). Certified publi"c accountancy corpor ation certificate nurnber COR 5185, issued
to Respondent Kenny H, Lee CPA Group, Inc, is revoked pursuant to Legal CODGIUS]OHS 1,
2, 6, and 10, separately and for all of them, However, the revocation is stayed and
Respondem KHIL is placed on probatlon for five years upon the terms and conditions set N
forth below.,

Suspension

| 2(a). Certified public accountant license number CPA 64155, issued to Respondent -
Kwang-Ho Lee is suspended for 30 days. During the period of susperision, Respondent Lee

~ shall engage in no activities for which certification as a certified public accountant or public

accountant is required as descrlbed in Busmess and Professmns Code, Division 3, Chapter 1, '

: Scctlon 5051

Z(b) Certlﬁed pubhc accountancy corporatlon cert1ﬁcate number COR.5185, issued

+ to Respondent Kenny H. Lee CPA Group, Inc. is suspended for 30 days. During the period

of suspension, Respondent KHL shall engage'in nosactivities.for which certification as a -
certified public accountancy corporation is required.

Notification to Clients/Suspension of Practice

3. Rcspondents shall comply with procedures prov1dcd by the California Boald
of Accountancy or its designee regardmg notification to and managemcnt of, clients.

Supervised Practice

4 Within thirty days of the effective date of this decision, Respondents shall
'submit to the Board or its designee for its prior approval a plan of practice that shall be

' monitored by another CPA or PA who provides periodic repotts to the Board or its designee,

Respondents shall pay all costs for such monitoring.

Ethics Course/Examination

5(a). Respondent Lee shall take and pass, with a score of 90 percent or better, a
Board-approved ethics examination prior to the resumption of practice.

5(b). If Respondent Lee fails to pass said examination within the time period
provided or within two attempts, Respondent Lee shall so notify the Board and shall cease

12



practice unt11 Respondent Lee takes and successfully passes said exam, has submitted proof
of same to the Board, and has been notifiéd by the Board that he may resume practice.
Failure to pass the réquired examination no later than 100 days prior to the termination of . .

. probation shall constitute a violation of probation,

- 5(c), Notwithstanding any other provision of this probation, failure to take and pass

' this examination within five years of the effective date of this Order constitutes a separate,
‘cause for discipline of Respondents 11censes
~ Obey All Laws

0, Respondeﬁts shall obey all federal, C'alifomia, other states’ and local laws,
including those rules relating to the practice of public aceountancy in California.

Cost Reimbursement

. Respondents shall reimburse the Board $24,057.35_‘for its investigation and -
prosecution costs. The payment shall be made within 120 days of the date the Board’s
decision is final, unless the Board in its dlscre‘uon, extends the txme for payment

Submit Wrztten Repom‘s

-+ 8. . . Respondents shall submit, within.10 days of cémpletionpf the quarter, Written. .« ,.

. . reports to the Board on a form obtained from the Board. Respondents shall submit, under = -
it penalty of perjury, such other written reports, declarations, and 'v.er-i.ﬁ;cation' of actions as are -
required, These declarations shall contain statements relative to Respondents’ compliance

with all the terms and conditions of probation, Respondents shall immediately execute all
release of information forms as may be requited by the Boatd or its representatives.

Personal Appearances

9. Respondents shall,, during the period of probation, appear in person at
interviews/meetings as directed by the Board or its designated 1epresentat1ves provided such
notification is accomplished in a timely manner.

Comply With Probation

10, Respondents shall fully comply with the terms and conditions of the probation
imposed by the Board and shall cooperate fully with representatives of the California Board
of Accountancy in its monitoring and investigation of Respondents’ compliance with
probation terms and conditions.

Practice Investigation

11, Respondents shall be subject to, and shall permit, a practice investigation of
Respondents’ professional practice. Such a practice investigation shall be conducted by
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i .. Respondents notice.and .an opportunity to be heard, may revoke probatlon and carry out thei,.. .

e (diseiplihary order that was stayed. If an accusation or a petition to revoke probation i is-filed,

- against Respondents during probation, the Board shall have continuing jurisdiction until the
. matter is final, and the period of probation shall be extended until the matter is final.

1epresentat1ves of the Board, prov1ded notification of such review is aooomphshed ina
timely manner,

Comply Wz‘z‘h'C’z‘tatz’onS.

2. Respondents shall comply with all final orders 1esu1tmg from citations 1ssued
by the California Board of Aocountancy

Tolling of Probation for Out-of-State Resz‘dence/Pmcz‘ice

13, Inthe event Responderits should 1eave California to reside or pract1ce outside
this state, Respondents must notify the Board in writing of the dates of departure and return,

‘Periods of non-California residency or practice outside the state shall not apply to reduction .

of the probationary period, or suspension. No obligation imposed herein, including '
requitements to. file written reports and reimburse the Board costs, shall be suspended or
otherwise affected by such periods of out—of-state re31dency or practu:e except at the wrltten

' direction of the Board.

Violation of Probation

14 If Respondents vlolate probation in any respect the Board, after giving.

at

Completion of Probation

15, Upon successful completion ofpfobation, Respondents’ licenses will be ‘t‘ully
restored.

Date: December 3, 2008

DANIEL JUAREZ, -
Administrative Law Judge
Office of Administrative Hearings
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'KWANG HOLEE -
28497 Hazelridge Drive,

EDMUND G, BROWN JR.,; Atlomey Gcncral
of the State of thfomm

KAREN B, CHAPPELLE
Supervising Deputy Attorney General

 RENE JUDKIEWICZ, State Bar No, 141773
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- Telephone: (213) 897-2537

Fagsimile: (213) 897-2804
Attorneys for Complainant

' BEFORE THE '
CALIFORNIA BOARD OF ACCOUNTANCY
DEPARTMENT OF CONSUMER AFIAIRS

STATE OF CALIFORNIA

In the Matter of the Accusation-Agaiﬁ@t: ~ Case No. AC-2007-38

KENNY H. LEE CPA GROUF’dr INC
15017 Crenshaw Boulevard, 2" F] _ '
Gardena, CA 90249 . ' i FIRST AMENDED ACCUSATION

Certiﬁcaté No, 5185

OAH No. L2008050601

Rancho Palos Verdes, CA 90275

Certified Public Aocountant License No, CPA
64155 :

Respondents.

Complainant all’egeS;
PARTIES
1. Daniel Rich‘ (Complainant) brings Lhis.First Amended Accusation solely in
his officiel capacity as the Acting Executive Ofﬁcer‘ of the California Board of Accoﬁntancy
(Board), Department of Consumer Affairs, ‘ ‘
2,. On or about May 13, 1993, the Board issued Certified Public Accountant
Number CPA 64155 to Kwang-Ho Lee (Respondent Lee), The license was in full force and

effect at all times relevant to the charges brought hercin against Respondent Lee, and will expire

on March 31, 2010 unless renewed,
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‘unless otherwise indicated,

_ 3, On or about October 3.1, 2002, the Board issued-Certified Public _
Accountancy Corp. Number COR 5185 to Kenny H Lee, CPA Group, Inec, (Rcspondcnt_ KHL), '
Respondent Lee is the éole simrqholdcr in Respondent KHL., The certificate was in full foree and
offect at all times re],evént to the charges br‘oug'ht hetein ageiinst Respondent KHL, and will
expire on October 31, 2008 unless renewed. o

JORISDICTION .
4, This First Amended Accusation is‘ brought before the Board under the .
authority of the following laws, All section r;i"erences are 10 the Busincss and Professions C‘.ode
5. Section 5100 states; .
. "After nofice and hcarmg thc board may revoke, suspend, or refuqe to renew any
permit or ccrtlhcate grmted under Article 4 (c,ommenmng with Sectlon 5070) and Article 5

(commencing with Section 5080), or may censure the holder of that permit-or certificate for .

' unprofessmnal conduct that mcludes, but is not limited to, one or any comblmtmn of: thc

following causes: -

St

"(c) Dishonesty, fraud, gro'ss negligence, or repeated négligent acts committed in.

-the same or different engagements, for the same or different clients, or any combination of

engagements or clients, cach resulting in a violation of applicable professional standards that
indicate a lack of competency in the practice of public accounta.ncy or in the pcrformdnce of the
bookkeeping operations described in Section 5052

"(1) The imposition of any discipline, penalt'y, or sanction on a registered public
accounting firm or any associated person of such firm, or both, or on any other holder of a
permit, certificate, license, or other authority to pralcticé in this state, by the Public Company
Accounting Oversight Boafgl or the United States Securities and Exchange Commission, or their
designees under the Sarbanes-Oxley Act of 2002 or other federal 1cgislation.”

6, Section 5063, subdivision (a)(2) of the Code requires a licensce to report
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in wntmg to the Board within 30 d'xys of the date the hcf,n_see has knowledge of ’c e czmccllatlon
revocation, 01 suspension of the vight to practice as a cerlified public accountant before any
governimental body; or any fotice of the opening or initiation of an mvesugatxog by the P_ubhc
Company- Aocountmg Oversight Board (PCAOB) or its designee, S .

7.. California Code of Regulations, title 16, section 65 states: “A llcensee
shall be independent in the performance of gervices in accordanc@ with professional standards,”

8, Professional Standax ds (Audits Qf T‘manclal Staternents)

Gene1 ally Acocepted Audmtmg Standdrds (GAAS) are the standards prescribed for
the conduet of auditors in the performance of an examination of management’s financial
statements, CGenerally Accepted Accounting Principles (GAAP) ar'e the basic postulates and

b'road principles of aocounting pertaining to business enterprises, These principles establish

gu1dc,11nes for meastiring, rocordmg and classlfymg the transactlons of a business crmty o

Standards of practice pertinent to this accusation and the engﬁgemcnts in 1ssuc mdudc, w1thout-

limitation? +- A T el es L

GAAS 1ssued by the Amencan Instxtute of C‘cmﬁcd Pubhc Accoun’cants

(AICPA) The ten GAAS’ are discussed at some length in the Statements-on Auditing Standards

1. American Institute of Certified Public Accountants (AICPA.) Rule 101 states that a
member in public practice shall be independent in the performance of professional services as
required by standards promulgated by bodies designated by Council.

Rule 101 interpretation section 101,02 states, “Independence shall be considered to be
impaired if (C) During the period covered by the financial staternents or during the period of the
professional engagement, a firm, or partner or professional employee of the firm was
simultaneously associated with the client as a director officer, or emmployee, or in any capacity
equivalent to that of management.”

AICPA Statements on Standards for Accounting and Review Services (SSARS) section
AR 100,45 states that an accountant is precluded from issuing a review report on financial
statements of an entity with respect to which he is not independent.

2, All references herein to standards and other authoritative Jitcrature are to the versions in
effect at the time the audit engagements were being performed.

3. Therc are ten basic or fundamental standards, and the Statements on Auditing Standards
(SASs) are, for the most part, devoted to elaborating on those standards. The basic standards
arc codified at AU § 150, Among these ten standards are the three General standards, the thres
standards of Fieldwork, and the four Reporting standards, all of which are further described in
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(SASs) and are codified by “AU” number in the AICPA’s Codification of Statements on Auditing

Among the SASs relevant herein are:

© AU § 150 (Ten Standards - AU § 150,02);

AU § 230 (Due Care; AU §230,02 imposcs a résponsibility on the audi‘@ to

observe the standards of Fieldwork and Reporting; AU § 230,07 imposes a

responsibility on the auditor to exercise professional skepticism);

AU § 326 (Bvidential Matter);

AU § 356 {(Using the Work of a Specialist); ‘.

GAAS specifies the following:

AU 326,02 states: “Most of the independent anditor's work in
forming his or her opinion on financial statements consists of
obtaining and evaluating evidential matter concerning the

assertions in such financial statements, , ,

-1 AU 326,03 states: “Assertions are representations by managenient -

that are embodied in financial statement components. They canbe
ei;her explicit or implicit and can be classified according to the
following broad categories: Existence or ocowrrence,
completeness, rights and ob]ig';xtions, valuation or allocation, anld
prcsentatipn and disclosure,” ‘

AU 326,07 states: “Assertions about valuation or allé)catioh
address whether asset, liability, equity, revenue, and expense
components have been included in the financial statements at
appropriate amounts, For example, mandgement asserts that
property is tecorded at historical cost and. that such cost is

systemnatically allocated to appropriate accounting periods.

Stcmd&rds.
b,
1, .
2
N
“the other SASs.
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© 1, 1997, by Statement of Auditing Standards No, 80]

Similarly, management asserts that trade accounts receivable

included in the balance sheet are stated at nef realizable value [as

amnended, effective for engagements beginning on or after January

AU 336.03 states; “The guidance in this section i applicable

when management engapes ot employs a specialist and the auditor

. uses that specialist’s work as evidential matter in performing -

substantive tests to evaluate materlal financial statement

agsertions,”
AU 336.08 states: *“The auditor should consider the following to

evaluate the profeésiona] qualifications of the specialist in

determining that the specialist possesses the necessary skill or

knowledge in the particular field:

... The professional certificatios, license or other recognition of the
+ -competence of the specialist in his or her field, as appropriate;

", The reputation and .st;anding of the specialist in-the views of peers’

and others familiar witlﬁ the specialist’s capability or performaﬁoe;
and . |

The S};eoialist’s experience in the tjpe of work under
cdnsidgration. , _

AU 336,10 states: “The auditor should evaluate the relationship of
the specialist to the clients inéluding circumstances that might
impair the specialist’s objectivity,”

AU 336,12 states: “The appropriateness and reasonableness of
methods and assumptions used and their application are the
responsibility of the specialist. The auditor should (a) obtain an
understanding of the methods and a sswmptions used by'thc

specialist, (b) make appropriate tests of data provided to the
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specialist, tnking into accounl the auditor's assessment of control
risk, and (c) cvaluate whether the specialist's findings support the
 related assertions in the ﬁnancial statcm.cms,"
8. AU 508,35 states: ‘“When ﬁnanciéi statements are materially
| affeoted by a departure from GA/_v\'P and the auditor has audited thé
statements in accordance with GAAS, he or she should expressa
quah‘f‘xcd ot an adyerse opinion, The bagis for such opinion should
be stated in the rcpm' L |
9 PCAOB section 3520 states in pcrtmcnt part that a rcgmtered pubhc
accountmg firm and its associated persons must be 1ndepcndcnt of the firm’s audit cllont
throughout the audit and professional engagcment period.” .
| 10. Section 5107, subdivision (a) of the Codc states in pertment part, that the
Board’s Executive Officer “may request the administrative law jucige, as part-of the pr.oposed |
deci.sidlm in a disciplinary procecding, to ditect ay holder of & petrnit or certiﬁo_atc found to have
committed a violaﬁc:m Vor violations of tﬁis chapter to pay to the bo ard all 'reaéonable coétsv of . "
investigation and proSeéution of the case, including, but‘ not limited to, attorneys' fees. The board
shall not recover costs 1ncurred at the admindstrative hearing,” | '

FIRST CAUSE FOR DIS CIPLINE

(Gross Ncgligence)
11. | Respondents are subject to disciplinary reti o1t on the grounds of
unprofessional conduct as defined in section 5100, subdivision (¢), by reason of the following:

Nichols Estate

2. In or about 2004, Yvonne Ashford engaged the scervices of the

Respondents to assist her, among other things, in filing an income tax retutn for het late mother

4, Rospbndcnts were required to conduct their audits in accordance with the PCAOB’s
interim auditing standards pursuant to PCAOB Rule 3200T, whiclz took effect on April 25,

2003. However, al the time of the audits, the PCAOB’s interim auditing standards were the
same as GAAS, :
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Minnic Nichols’ estate.” Ms, Ashford advised Rospondem Leo that the estate had agsets valued
at approximately $270,000, Respondent Lee agreed to file federal form 1041 for a $250.00 fee
1, Ms. A&hfmd provided Respondent Les with her mothor g bank statements,
After reoeiving the bank statements, Respondent Lee informed MS. Ashford that he would charge
her %SOO 00 to prepare form 1041,
i.  Several weeks Iatm Respondent Lee contacted Ms, Ashford and advised

her that an Estate Tax Return® nccdad.to be filed as soon as pogsible. Respondent Los advised

Ms. Ashford that he would charge hcr'$'l,000.0() to prepare forms 1041 and 706, Ms, Ashford -

agree_d, wrotc 4 check to Reépondent XHL for $1,000,00, picked up the prepared forms 706 and
1041 from ‘Respohdent Lee’s office, and mailed the forms right away, Ms. Ashford subsequontly
contacted her attorney, who advised her that it was not necessary to file form 706 because the

estate Was SO small., Ms, Ashford put 2 stop payment on the $1,000.00 check

Respondents Violated Auditing Standards in the Fiscal Year 2003 Audit of GST, Holdings. Inc.
' b. Respondent KHL, audlted GSL‘s coﬁsohdated ﬁnancml statemcn’cs for the
fiscal year ending December 31, 2003 and 1ssued an- “unquahﬁed audit, repori” dated April 8,
2004. In connection with the audit of GSL's financial statcmex;‘cs for the fiscal year 2003,
Respondents failed to exercise due professional care, failed to exercise professfoxlal skepticism,
and failed to obfai.n sufficient competent evidentisl matter. '
| i, Specifically, during the 2003 fiscal year, GSL’s property and equipment

increased from $2,540 to $33,694,006. Total asscts shown bn the balance sheet for 2003 were -
$49,861,311. According to GSL's public filings, the bulk of the increase in propetty and
equipment related to GSL’s acquisitions of two properties in the P eople’s Republic of China

(PRC). The properties were acquired through the issuance of G§L.’s own stock, Respondents’

5. Bvery domestic estate with gross income of $600.00 or méfe during a tax year must file
a federal form 1041,

6. An Estate Tax Return, federal form 706, must be filed if the gross estate, plus any
adjusted taxable gifts and specific gift tax excmptions, is more than the filing requirement for
the year of death, In the instant case, the filing requirement is trig gered at $1,500,000.

7
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audit procedures were insufficient to reasonably conclude that GSL had properly valued the

properties in its financial statements. Respondents relied on appralsals provided to them by GSL

' that GSL purportedly obtained from independent appralsers locéted in the PRC, Respondents

never contacted the appraisers to verify that the appraisals were valid. Respondents never .
evaluated W‘hether the appraisers had the requisite experience or céﬂ-iﬁcati on to 'perfofm the
appraisals' never evalua_te'd the assumptions and methodologies used by the appraisers; and never
made i mqum s conccmm g the appralsers relationships with GSL, if any, i v1olat1on of
professional standcu dh. '

i, The balance sheet for GSL for 2003 shows prepayments and other current

assets of $1 0,762,629.. The balance was zero for 2002. Note 4 to the financial statements sba_fes-

that $10,444,331 of the prepayments balance is for prepaid website design and development.’

Respondents failed to perform adequate audit procedures to test whether GSL had actually

|| prepaid the vendor in 2003, dnd whether thosc costs were propcrly clagsified as an asset.on

GSL’é balance sheet, Moreover, even if it had been appro.pnate to clagsify the costs ds an asset, .

Respondents should have, but did not, evaluate-whethet those costs: were recoverable in light of - |

'GSL’s recurrent losses and lack of revenue history.

iii.  OSL included a portion of the abave notéd property acquisitions in its -

statement of cash flows, The statement of cash flows for GSL for 2003 shows $19,064,890 of ..

operating cash flow from common stock issued for acquisition of properties. Note 12 to the
financial statements states that “the Company-entered into an agréement to acquire a property . .,
valued at $19,004,890, Pursuant to an agreement, the company issued 9,532,445 (shares of)
restricted common stock at the price of $2.00 per share,” This accounting treatment departed
from GAAP, which requires the reporting of nofx-cash activities in related disclosures, not in the
statement of cash flows. Asa résult, GSL overstated its cash flows from operations. | ‘
Respondents failed to disclose this GAAT departure in their auditors’ report and to modify the
report. | .
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Respondents Violated Independence Stan dards

With Respect to the Axesstel, Ine, Engagement for 2003 l

e Rce.pondent KHL wag engaged as the independent auditor of Axosstel, Ino
beginning in or about August 2002 During the fiscal year mdmg December 31, 003 .
Respondent I{HL performed mtcmm reviews of Axesstel’s finencial statomcnts for the quarters
ending March 31 and June 30, 2003 '

i, On or about June 2, 2003, while Respondent. KHL was en[jaged as
Axesstel’s mdepcndcnt auditor, Rcspondent Lee dccoptcd an offet to serve on tho Axcsstel’
board of directors, Rcspondcnt KFIL: contmued its attest cnga;,cmcmt for Axesstel, On or about
A’ugust 5, 2003, RespondpntKl-lI_, cotnpleted an interiin review of A_xesstel’s financial -
statements for thquarter ending June 30, 2003, Respondent KHL.’s review report was inch.';ded
in the Form 10-QSB filed by Axesstel, with the Sccu'rity and .Exéhange Commission, on-or abo_uf.
August 15,2003, | V

P e In or about September 2003, Respondent Lee forma‘jljbecamc a meétitber - .| -

‘of Axesstel's bodrd of directors and became-chairman of the board *s.audit comuiittee, . .°

ili,  Inorabout March 20.04, Respondent Lec resigned from Axesstel’s board

- of directors,

R-esno.ndeﬁtg Violated Auditing Standards

In the 2004 Axesstelf Inc. Restatement FEngagement

d.” ' Onorabout September 21, 2004, Axesstel re-engagcd Respondcnt KHL to |
perform audit services related to a restatement of tho company's financial stalements for the
fiscal year ending Dcccmber 31,2002. The restalement involved, among other things, changes in
Axesstel’s accounting for software rescarch and devclopment costs, 2 license purchased from
another company, stock options and goodwill impairment, |

i, On or about September 30, 2004, Respondent KHL issued an audit report
relating to the restatement indicating that an audit had been conducted in accordance with
PCAOB standards. Moreover, the report also stated that the restated financial statements fairly

presented Axcsstel’s financial condition in all material tespects in conformity with generally

9
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accepted accounting principles (GAAP),
i, However, before issuing the audit repoit, Respondents performed no audit

procedures to determine whether the restated ainounts proposed by management were fairly

stated in conformity with GAAP, Respondents merely accepted, at face value, the restatement

journal entries proposed by Axesstel’s management, Respondents® conduot violated the most

'fuuddmental PCAOB standards, which requm an auditor to petform 4ud1t procedures necessary

to afford a roasonable basis for an opmlon and prohibit an auditor £rom relying on management
representations as a substitute for such procedurc&

SECOND CAUSE FOR DISCIPLINE

(Lacl; of Independence)

12, Respondents are subject to dmcxplmary action for violating Cahfomxa
Code of Regulatmns title 16, section 65 based on the following facts and cucumstanceb

In or about August 2002, Axesstel engaged Respondent KHL to be its
indepéndent-auditor. ' Respondent Lee accepted an offer to serve on-Axesstel?sfbo.a-rd'bf directors -
while Respondent XHL was oondﬁcting an ihdependent audit on A xesstel. ‘Resppndents violated .
PCAOB section 3520; AICPA Rule 101 and AICP SSARS section. AR 100,45 with regard to
'indcpendehce. .The facts and ciroumstances are more fully setforth in paragraphs 11 (e}, 11 (e)(d)

through 11(c)(iii) above,

THIRD CAUSE FOR DISCIPLINE
(Tmposition of Discipline by the PCAOB)

13, Respondents are subject to disciplinafy action on the grounds of
unprbfessional‘ conduct as defined in section 5100, subdivision (i), by reason of the following
fﬁo’ts and circumstances:

On or about November 22, 2005, the PCAOB issued an order
revoking the registration of Respondent KHI, aﬁd barring its sole shareholder, Respondent
Kwang Ho-Lee, CPA, from being an associatf:d person of a registered public accounting firm.
The PCAOB imposed sanctions on the basis, among other things, of its ﬁndiﬁgs concerning the

Respondents’ viclations of PCAOB rules and auditing standards in auditing the financial
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statements of two issuer clients, and their violations of independence standards,

FOURTH CAUSE FOR DISCIPLINE

(Reportable Event)

14, Respondenis are subjeot to disciplindry action for violating section 5063
by failing (o report in writing, to the board, within 30 days of the date the Respondents had
knowledge of the e\/‘ents,‘ tﬁe initiation of an investigatior; against Respondmts by the PCAOlS;;
the revocétion of Respondent KHL's regigtration by the PCAOB; and the barring of Respondent

Lee from being an associated ﬁcrson of a registered public accounti tig firm by the PCAOB,

PRAYER ‘
WHER’EFORB Complainant requests that a heaﬂng be held on the matters herein
'alluged and that followmg the hcanng, the Board issue o ‘decision:

1. Revoking or suspendmg or otherwmt, 1mposmg discipline upon Certified

: Pubhc AcvotifitantLicense No. CPA: 64153, issued to Kwang—Ho Lee;.

e 2.+ Revoking or suspendmg or. otherwwe imposing dlSLlpllne upon. Certified-
Pubhc Accountancy Corp. No, COR 5185, issued to Kenny H. Lee, CPA Group, Inc.;

3, Ordering Respondents to pay the Board the reasonable costs of the ‘

“investigation and enforcement of this case, pursuant to section 5107; and

4. Taking such other and further action as deerred necessary and proper.

DATED: A?W;% &, 2o0d

DANIEL RICH bl

Acting Bxecutive Officer -
California Board of Accountancy
Department of Consumer Affmrs
State of California

Complainant

LA2007600753
50293993 wpd
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